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EDITORIAL
America seems now to be passing
through the topmost arc of the vicious
cycle of high prices and shrinking markets. Costs of commodities
and manufactured goods are advancing with a rapidity which is
perilous and bids fair to lead to a decline in buying. The various
wise and unwise efforts to stimulate higher prices are bearing fruit,
but scarcely the kind of fruit which business needs. The ad
vances are due largely to artificial cost raising and price fixing
under codes created under the national recovery act. There has
been a substantial increase in some kinds of business, and it seems
reasonably certain that the whole machinery of commerce and
industry is ready to resume activity when the uncertainty which
afflicts us is past. In the meantime these advances are largely
factitious and therefore, in the view of most economists, un
healthy. It is the unbroken history of affairs that every sudden
rise in prices is followed shortly by a deplorable fall in demand.
In the days following the world war, prices of everything rose to
unprecedented heights; then came the so-called buyers’ strike,
and soon the great disaster of 1929. Now we seem to be threat
ened by similar experience. It is probable that the effect of the
present sudden increase of prices will be to discourage purchase. It
is unfortunate that this is so, but there is no justification for believ
ing that mankind has changed over-night in character or in senti
ment. When prices are too high there will be no buying, except
of the absolutely necessary things, and thus it is predicted on
many sides that we are headed for a sharp decline in demand
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unless something can be done to enhance the buying power of the
people. The only kind of price increase which has permanent
value is that which occurs slowly, lagging a little behind the
demand of buyers. Now we are attempting to reverse the natural
order and to increase prices before the demand has grown propor
tionately. As has been said by many speakers and writers, there
is evident a willingness, even an eagerness, to carry forward busi
ness to a point of prosperity—consequently it seems all the more re
grettable that this premature increase in prices should be arising.
If nature were allowed to take its course—and sound economics is
merely the application of a natural law—we should be able to look
ahead with courage and sure hope. In a word, artificial helps
never work well very long. One can not win a race on crutches.
The effect of interference by overzealous reformers is not confined solely
to national affairs. There seems to be
an unholy effect of many noble efforts to make the world a better
place. Whenever there are great movements to bring about a
lasting peace, when nations are ready to agree upon plans of dis
armament, it is wise to look out for war. Today in many nations
there are clouds as black as those which lowered in that tragic
spring of twenty years ago. Perhaps disarmament conferences
and peace pacts and treaties of various kinds fall by pure coin
cidence in the periods preceding wars, but there is a grim irony in
it all. It is as though men were by nature recalcitrant, impatient
of dictation. Whenever they are told to do a thing or not to do a
thing, they immediately do that thing which they should not
and leave undone that thing which they should do. In America
we had the sad experience of prohibition, as it was called, when we
attempted by legislation to prevent thirst, and the result was
widely different from what had been expected by the friends of the
prohibitory laws. It is impossible to legislate morality into
practice. Morality comes not save by fasting, by the grace
of God and by individual effort. Men are not made good by
syndicate or edict, and it is so with nations apparently, because
now, only sixteen years after the end of the war which was to be
the last war, sabres are rattling in the Far East and in the Balkans
and in central Europe. These are the great danger spots—so
great that they make us overlook the very important little wars
that are waging in South America and elsewhere.
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Then, again, to illustrate the willful dis
obedience which is inherent in us all, it
is useful to contemplate the effect of
attempts to limit the production of agriculture. It is reported,
with what accuracy we can not ascertain, that wherever there has
been compensation for allowing land to lie fallow there has been
an enormous increase in the sales of fertilizer, for the evident
purpose of increasing production on the uncondemned land. It
is said that cotton and wheat and corn and other staple products
of the farm will increase because of intensive cultivation and offset
the dubious gain which was supposed to result from limitation of
productive acreage. At the moment of writing these notes, re
ports from the western part of the country indicate a serious
curtailment of production because of devastating drought.
Consequently the surplus crops, which seemed a few weeks ago to
be assured, may be reduced, but if there had been no restriction of
cultivation the effect of the drought would have been equally im
portant. Rain falls or does not fall on land condemned and
uncondemned, without distinction.
Two Blades Instead
of One

Theories are misleading things until
they have been demonstrated by prac
tice to be effective in the way intended.
To illustrate further the incongruity of vague theory and practical
common-sense one has merely to consider the doctrine of anarchy.
It is beautiful in conception. The ideal of a state in which all
men and women shall be free, untrammeled by law or regulation,
and everyone shall work for the good of others without thought of
self, has charmed the minds of philosophers from the very dawn
of pure philosophy; but here again we are confronted by human
nature which is everlastingly selfish and therefore subversive of
idealistic plans. There are many examples of the incompatibility
of theory and practice. At the present moment bankers in the
United States are not in high favor. The utterly reprehensible
conduct of many banks in the days of the great boom, the lack
of personal responsibility on the part of directors and officers, the
wasteful dissipation of resources—all helped to bring on the
debacle which followed the break in the security markets; and yet
we are now being told that the bankers must lend to nearly every
one who asks. Money must be put in circulation and the banks
have no right to withhold credit whenever it is asked. It was a
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too great readiness to finance all sorts of wild schemes which
precipitated the crash. If bankers had been conservative in the
true sense of the word, we should not have experienced the woful
stringency of money and the closing of thousands of bank doors.
Today if the bankers are to observe the admonition which they
have received they will be liberal in credit to a degree certain to
produce other failures.

The banker is not in a happy position.
On the one hand his natural instincts—
we speak now of bankers who under
stand banking—are to employ the money intrusted to him so as to
earn a fair interest for the owners of the money and at the same
time to put that money to use where it will yield a benefit to the
borrower as well as to the lender and thus encourage the resump
tion of sound business. What is the banker to do? He is halting
between two opinions. There are many men more to be envied
than the banker. It appears to be probable that in the long run
conservatism will prevail and only those enterprises which offer
good assurance of success will be assisted by bank loans. If this
be true there will be an outcry by everyone whose request for
credit has been denied, and we shall hear again of the great
iniquity of the banker. It is to be hoped, in the cause of ultimate
prosperity, that the wise banker will not be led astray by the
lavish extravagance of governmental distributions and will stick
to his wisdom. It will not be easy to be conservative, for at the
moment conservatism is a much reviled word. We are being
told that the day of the conservation of wealth is over and that
from now on there will be money for all who ask, to do with it
whatever they may wish to do. Money, in other words, will be
public property and whoever grasps it first may have it until
some one takes it from him. This is all very disconcerting to
Americans who have been trained in the school of prudence, and
there are many men who feel that we are on the verge of some
tremendous upheaval of the whole of our civilization; but there
have been many times in the past when there was a similar de
spair, and yet we have always come through it—and so we shall
again. The world is not going to become a totally different world
because a few people want it to be. We have been many cen
turies building up our own form of civilization, which may not be
perfect, but it will not be changed permanently by wishing. It
Conservation Versus
Extravagance
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was a pretty good world after all, and some day, when all the col
lege professors have been forgotten, our children will be going on
enjoying life, plying their trades and living decently as their an
cestors did. Americans as a race are rather temperamental and
mercurial. They do not always see what is underneath. They
judge too much by surface indications. Nevertheless what
underlies is still there and will remain.

Accountants are as well fitted as any
men to form an opinion of general condi
tions. They are in close touch with so many industries and
enterprises that if they have clear vision they can form fairly ac
curate opinions of the facts. It is gratifying, therefore, to know
that the desire of business to advance and its determination to
proceed at the first possible moment is generally admitted by ac
countants from whom we have received reports. One notable
example of favorable reports comes from Canada. That great
sister nation of ours has a record of which any land might well be
proud. Accountants in nearly all parts of the Dominion say that
business is prospering. In some provinces the condition is de
scribed as almost booming. Canada went down into the depths
of the depression with all the rest of us, but she never lost her
head. Not a bank in Canada failed. There was no attempt to
hasten recovery by the application of untried theories. She went
on her way; she made the best of things. Her people did not
loudly complain, and when, sometime in the spring of 1932, per
haps, the depth of the depression was past for most of the world,
Canada was one of the first to start on the upward road, and now
depression is almost forgotten. Canada has believed in the
eternal laws of nature and has not attempted by little temporary
and man-made expedients to accomplish her recovery more rapidly
than the natural law of economy would permit. We, on this side
of that unguarded and indistinguishable border, may look with envy
upon our neighbors to the north. From Mexico, our southern
neighbor, come similar reports of returning prosperity, and in
nearly every nation in Europe there are precursors of better days.
Our Happy Neighbors

On the 15th day of this month of June
international misunderstanding will
come to another mile-stone. The debts which are continuing to
be the cause of disagreements between the nations of Europe and
405
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America will be featured in the headlines of every newspaper in
this country, and there will be allegations of all sorts. In Europe
the papers will contain articles descriptive of the avaricious
Americans, who are insisting upon their pound of flesh; and the
American papers will write sarcastically and bitterly of the
nations in default. Everyone has his private opinion of the inter
national debt question, and opinions are at wide variance. The
thing devoutly to be wished is that there be some sort of settle
ment, good or bad, which will take this vexed question out of
international affairs. It is the long, acrimonious dispute about
payments which is doing far more harm than any failure to pay
could possibly create. The proposal that most of the interest to
which America believes that she is entitled should be forgiven and
only the principal demanded is abhorrent to some of our most
vociferous legislators. Strangely enough those who have least
knowledge of finance are the most vehement in their asseverations.
However the great consummation to which we all aspire will be a
settlement of some sort, if it be a settlement final.

On another page of this issue of The
Journal of Accountancy appears an
interesting letter by Professor Lloyd
Morey, which every accountant should read. The allegation,
which the letter reports, that some accountants feel that they
know all there is to know about every kind of accounting is indeed
serious. There are, of course, in every profession, some men who
are so completely self-satisfied that they believe that there is
nothing for them to learn, but it has been our impression that
accountants, as a rule, have been free from that particular error.
It is obviously impossible for one accountant, even if his life be
long, to understand the entire range of accounting problems which
confronts the practitioner. From time to time there must arise
questions entirely new, and upon these he must seek advice.
That is not to say that an accountant should not attempt to be
proficient in all the important fields. The question of municipal
accounting is an excellent illustration of the point which Professor
Morey is making. Many men feel that municipal audits are
seldom profitable, and consequently they prefer to have nothing
whatever to do with them. The problems which arise in munici
pal accounts are more or less common to all enterprises which are
not organized for profit, and it is unreasonable to suppose that
406
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any accountant having a fairly large practice can entirely escape
the duty of acting as auditor of some institution of that sort. At
any rate, it is quite clear that accountants will be called upon
with increasing frequency to assist in the establishment of better
practice in all kinds of non-profit undertakings. Even if the
remuneration be comparatively small, there is a sense of duty
which will doubtless induce them to undertake much of this work
for the good of the community. The bureau of information con
ducted by the American Institute of Accountants is constantly
consulted on accounting problems, and many of the men who ask
questions are leaders of the profession. They evidently do not
feel that they have complete knowledge of all things and they are
not ashamed to ask for help. The volume of inquiry which the
bureau receives seems to indicate that the charge of self-suffi
ciency which Professor Morey reports is not generally well
founded. Indeed, if there be a weakness in the character of ac
countants it would more probably be found in the form of too little
self-confidence. Accountancy is so vast in itself and in its effect
that the man who is in close touch with its practice must be in
creasingly convinced of his own limitations. It is largely for this
reason that accountants are becoming more and more inclined to
specialize in one or more peculiar phases of the work. It is
common to hear an accountant disclaim all knowledge of the prob
lems of an important industry because his own work has lain chiefly
in some other sphere. However, the argument which Professor
Morey adduces is interesting, and, if it be better founded than we
believe it to be, it should be taken to heart by the profession.
A correspondent recently asked for in
Working Papers May
formation relative to the responsibility
Be Subpoenaed
of an accountant to answer a revenue
agent’s subpoena and to produce his working papers in a tax case.
The question was based upon the accountant’s own interpretation
of the decision in the case of Ipswich Mills versus Dillon. It
will be remembered that this case sustained the accountant’s
claim that working papers were the accountant’s own property;
but this does not necessarily indicate that they are exempt from
subpoena for examination by a proper authority. Section 1104
of the revenue act of 1926 as amended by section 618 of the rev
enue act of 1928 provides as follows:
“The commissioner, for the purpose of ascertaining the correct
ness of any return or for the purpose of making a return where
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The Journal of Accountancy
none has been made, is hereby authorized, by any officer or em
ployee of the bureau of internal revenue, including the field
service, designated by him for that purpose, to examine any books,
papers, records or memoranda bearing upon the matters required
to be included in the return and may require the attendance of
the person rendering the return or of any officer or employee of
such person, or the attendance of any other person having knowl
edge in the premises, and may take his testimony with reference
to the matter required by law to be included in such return, with
power to administer oaths to such person or persons.”
This makes it plain that the commissioner of internal revenue
may examine any books, papers, records or memoranda relative
to the matters which must be included in the return. It was held
in First National Bank of Mobile versus United States, 267 U. S.
576, that officers of a bank must appear and produce the books of
the bank for the purpose of assisting internal-revenue agents in
determining the tax liability of one of its depositors. There
seems to be no distinction between the accountant’s working
papers and the records of a bank so far as the responsibility to
subpoena is concerned. If there were some privilege inherent in
an accountant which would make his working papers entirely
immune to subpoena it would be a different matter, but that
privilege has never been established so far as we know. The
Ipswich Mills case certainly does not have any bearing on the
question of subpoena.
This year the American Institute of
Accountants will hold its annual meet
ing in the city of Chicago, which is re
garded by many people, even not resident in that city, as the most
desirable point for national conventions. Great plans for a season
of good fellowship, technical discussion and entertainment are
being made by the appropriate committees, and although the
meeting is still four months away there are indications already
that the attendance will be unusually large. Fortunately the
great exposition, the Century of Progress, is to remain open until
the end of October, and there will be an opportunity for members
of the Institute who have not already done so to see this magnifi
cent spectacle. We all hope that by the date of the meeting there
will have been a sufficient resumption of business activity to
permit everyone who wishes to attend to do so. The money strin
gency may have been greatly relieved before that autumn date.

American Institute’s
Annual Meeting
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Year by year the meetings of the Institute increase in importance
and the accountant who is interested in his profession, whether he
be a member of the Institute or not, will derive a real benefit from
attending and meeting with his fellows. The secretary of The
American Institute of Accountants will no doubt be glad to give
information to any one who inquires about arrangements.
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